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TAXATION  OF  THE  MINING  AND  PETROLEUM  INDUSTRIES 


RECOMMENDATIONS  FOR  POLICY  DEVELOPMENT 


SUMMARY 


THE  PROBLEM 

The  new  federal  tax  system  for  the  resource  industries  has 
shifted  to  the  provinces  responsibility  for  determining  the  final  level 
and  pattern  of  mineral  taxation.  In  the  absence  of  provincial  adjust¬ 
ments,  the  new  rules  will  involve  a  marked  change  in  the  distribution  of 
the  total  tax  burden  among  Ontario  m-ining  and  petroleum  companies.  For 

this  reason,  Ontario  must  develop  its  own  long-term  policy  in  this  area. 

The  policy  objectives  set  out  in  the  1971  and  1973  Budgets  reflect  the 
intention  to  maintain  the  total  tax  burden  on  the  mining  industry, 
preserve  provincial  revenues,  provide  incentives  to  encourage  new  invest¬ 
ment  in  Ontario  and  to  compensate  for  tax  shifts  among  the  mining  companies 

In  view  of  the  exploration  policy  which  is  currently 
being  reviewed  by  the  Ministry  of  Natural  Resources,  Ontario  must  decide 
whether  it  should  meet  all  the  above  objectives  or  whether  it  should  raise 
additional  revenues  from  the  industry  to  finance  a  new  provincial 
exploration  program. 

EFFECTS  OF  THE  FEDERAL  CHANGES 


The  new  tax  rules  for  the  resource  industry  are  less  generous 
than  the  old  incentives.  The  results  of  our  study  indicate  that  the 
effective  tax  rate  after  1976  will  vary  widely  from  one  mining  company 
to  another.  In  general,  high  profit  companies  and  companies  able  to 
earn  maximum  depletion  will  pay  less  tax  than  at  present,  while  smaller 
companies,  new  companies  and  companies  unable  to  earn  maximum  depletion 
will  pay  more  tax. 

RECOMMENDATIONS 


The  major  areas  for  decision  are: 

1.  To  what  extent  should  Ontario  parallel  the  federal  changes? 
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2 .  Are  additional  Incentives  needed  to  encourage  exploration,  new 

mining  investment  and  mineral  processing  in  Ontario? 

3.  How  should  Ontario  compensate  for  the  shifts  in  tax  burden  among 

the  mining  companies? 

4 .  Should  additional  revenue  be  raised  from  the  industry  to  finance 
the  new  provincial  exploration  program? 

1.  Structural  Reform  Under  the  Corporations  Tax  Act 
Three-Year  Exemption  for  New  Ilines 

The  federal  government  has  replaced  the  three-year  exemption 
for  nev7  mines  with  fast  write-off  provisions  for  assets  connected  with 
a  new  mine  or  major  expansion  of  an  existing  mine,  effective  1974.  We 
recommend  that  Ontario  adopts  the  fast  write-off  provisions  to  achieve 
closer  harmonization  with  the  federal  depreciation  rules  and  to  provide 
a  desirable  incentive  to  the  expansion  of  existing  mines  and  the  develop¬ 
ment  of  processing  facilities.  In  order  to  provide  more  incentives  for 
processing  in  Ontario,  we  recommend  that  the  fast  write-off  provisions  be 
expanded  to  include  assets  used  in  Ontario  to  process  ores  to  any  stage 
up  to  the  prime  metal  stage  or  its  equivalent,  even  if  they  are  not 
related  to  a  new  mine  or  a  major  expansion  of  an  existing  mine. 

Depletion  Allovrance 

After  1976,  the  federal  government  will  replace  the  existing 
automatic  depletion  allowance  with  earned  depletion  based  on  certain 
eligible  expenditures.  This  new  concept  x-rill  tend  to  hurt  small  and 
medium-sized  companies  which  will  be  unable  to  sustain  sufficient  spending 
programs . 

It  is  therefore  recommended  that  Ontario  retains  the  automatic 
depletion  allowance  for  the  purposes  of  its  own  corporation  tax  as  a  means 
of  helping  small  companies  and  maintaining  a  similar  tax  treatment  for 
our  industry  as  provided  in  other  competing  countries. 

Mining  Tax  Deductibility  and  Additional  Abatement 

Under  the  new  federal  provisions,  the  deduction  of  provincial 
mining  taxes  will  be  replaced  by  a  15  percent  additional  abatement 
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effective  1977.  If  Ontario  decides  to  take  up  part  of  this  federal 
abatement  we  recommend  that  the  full  amount  of  Ontario  mining  tax  be 
allowed  as  a  deduction  in  com.puting  our  corporations  income  tax. 

Foreign  Exploration 

It  is  recommended  that  Ontario  parallels  the  federal  provision 
allowing  a  limited  deduction  of  foreign  exploration  expenses  relating  to 
mining  and  oil  and  gas  but  restrict  it  to  Canadian-  controlled  corporations. 

Capital  Tax 

For  years,  the  mining  industry  has  enjoyed  a  capital  tax 
reduction  under  the  Corporations  Tax  Act  (Mine  and  Mill  Allowance) . 

This  is  not  consistent  with  our  policy  of  providing  similar  capital  tax 
treatment  for  all  industries.  We  recommend,  therefore,  that  this  special 
allowance  be  removed  effective  January  1,  1974.  This  move  would  be 
partly  offset  for  small  companies  by  the  reduction  in  the  capital  tax 
proposed  under  the  general  small  business  incentive  for  all  Ontario 
corporations. 


2.  Incentives  Under  the  Mining  Tax  Act 


The  mining  tax  could  be  used  more  effectively  as  a  tool 
to  provide  additional  incentives,  which  would  encourage  the  expansion  of 
mining  and  processing  activities  in  Ontario.  For  this  purpose,  the 
following  measures  are  recommended: 

-  Allow  full  deduction  of  preproduction  expenses  (explora¬ 
tion  and  development)  incurred  in  Ontario  in  computing 
the  mining  tax  on  profits  from  the  first  mine. 

-  Provide  a  5  percent  tax  credit  for  mining  exploration 
in  Ontario  against  the  raining  tax.  The  same  credit 
could  be  applied  to  oil  and  gas  exploration  but  against 
CIT,  as  long  as  these  operations  are  not  subject  to  the 
mining  tax. 

-  Retain  the  present  rates  of  processing  allowance  which  are 
designed  to  reduce  the  mining  tax  liability  according  to 
the  degree  of  processing  in  Canada  but  restrict  the  higher 
rates  to  material  treated  in  Ontario .  In  general,  it  is 
recommended  that  all  incentives  under  the  Mining  Tax  Act 
be  restricted  to  activities  done  in  Ontario  rather  than 

in  Canada. 
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3 .  Options  for  Adjustments 

As  explained  earlier,  some  adjustments  should  be  made  by 
Ontario  to  correct  the  uneven  impact  of  the  new  federal  system  on  the 
mining  industry.  New  measures  should  be  introduced  to  compensate  small 
companies  and  prevent  unwarranted  tax  reductions  to  large  companies. 

To  achieve  this  objective,  Ontario  could  follow  one  of  the  following 
options.  The  ultimate  choice  will  depend  on  the  revenue  target  and  the 
future  provincial  exploration  policies  as  pointed  out  earlier: 

A.  Maintain  Ontario  revenue  from  the  mining  industry  but  redistribute 

tax  burden  among  companies 

OPTION  1 

Effective  1977 

-  Increase  CIT  rate  on  Ontario  mining  income  by  5  percentage  points. 

-  Graduate  mining  tax  with  a  top  rate  of  15%  and  the  first  $500,000 
exempt . 

OPTION  2 

Effective  1977 

-  Graduate  mining  tax  with  a  top  rate  of  20%  and  the  first  $500,000 
exempt. 

B.  Raise  additional  revenue  from  the  mining  industry  to  finance  Ontario's 

exploration  program  beginning  in  1974. 

OPTION  3 

Effective  1974  to  1976 

-  Raise  the  present  mining  tax  rate  from  15%  to  17%  in  1974,  18%  in 
1975  and  19%  in  1976  (  on  a  flat  rate  basis) 

-  Raise  the  present  $50,000  mining  tax  exem.ption  to  $500,000. 

Effective  1977 

-  Graduate  the  mining  tax  with  a  top  rate  of  20%  and  the  first 
$500,000  exempt. 

-  Increase  CIT  on  Ontario  mining  income  by  5  percentage  points. 
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Effective  1974 

“  Graduate  the  mining  tax  with  a  top  rate  of  25%  and  the  first 
$500,000  exempt. 


OPTION  5 

Effective  1974 

“  Take  up  the  annual  one  percentage  point  reduction  in  the  federal 
tax  rate  between  1973  and  1976  by  increasing  CIT  rate  on  Ontario 
mining  income  by  2%  in  1974,  3%  in  1975  and  4%  in  1976  and 
subsequent  years. 
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Summary  of  Recommendations  and  Options 


Based  on  1970 
Data 


I.  Structural  Changes 


1.  Replace  3  year  exemption  for  new  mines 
with  fast  write-off  provisions. 

2.  Retain  automatic  depletion  allowance 
with  minor  changes  in  the  base  &  rates. 

3.  Retain  deduction  of  Ontario  mining  tax 

4.  Parallel  federal  provision  re:  foreign 
exploration  but  restrict  it  to  Canadian 
controlled  corporations. 

5.  Remove  mine  and  mill  allowance  under 
the  Capital  Tax. 

6.  Provide  capital  tax  reduction  to  small 
companies . 

7.  Raise  the  present  $50,000  exemption  under 
the  Mining  Tax  Act  to  $500,000. 


Effective 

Date 


Jan.  1974 


Jan.  1974 

Jan.  1974 

Jan.  1974 

Jan.  1974 


Revenue  Revenue 
Gain  Loss 

($  million)  ($  million) 


1.5 


minor 


minor 


minor 


3.0 


0.8 


0.2 


II.  Additional  Incentives 


1.  Allow  all  preproduction  expenses  under 
the  Mining  Tax  Act. 

2.  Provide  5%  tax  credit  for  mining  explora¬ 
tion  in  Ontario  under  the  mining  tax. 


3. 


4. 


Provide  5%  tax  credit  for  oil  and  gas 
exploration  in  Ontario  under  CIT. 

Extend  fast  write-off  provisions  (class 
28)  to  processing  facilities  in  Ontario 
not  related  to  a  new  mine  or  a  major 
expansion  of  an  existing  mine. 


Jan.  1974 


Jan.  1974 


Jan.  1974  j 


Jan.  1974 


5. 


Retain  present  calculation  of  processing 

allowance  under  the  Mining  Tax  Act  but 

restrict  it  to  material  treated  in  Ontario.  Jan.  1974 


0.2 


1.0 


2.0 


III.  Options  for  Adjustments 

A.  Maintain  Ontario  Revenue  from  the  Mining 
Industry  but  Redistribute  Tax  Burden  among 

Companies 


1.  -Increase  Ontario  CIT  rate  on  mining  income 


by  5  percentage  points, 
-graduate  mining  tax  v;ith  a 
15%  and  the  first  $500,000 

2.  -graduate  mining  tax  with  a 
20%  and  the  first  $500,000 


Jan.  1977  ) 

top  rate  of 

f 

2.3 

exempt. 

Jan.  1977 J 

top  rate  of 

exempt . 

Jan.  1977 

2.7 

*  The  revenue  loss  from  this  incentive  is  unknown,  but  it  is  not  expected  to  be 
large. 


Effective 

Date 


Revenue 

Gain 

($  million) 


B.  Raise  Additional  Revenue  from 
•tAe  Mining  Industry  to  Finance 

Ontario *s  Exploration  Program 

beginning  in  1974. 


3.  Raise  the  present  mining  tax 
rate  from  15%  to  17%  in  1974, 
18%  in  1975  and  19%  in  1976 
(on  a  flat  rate  basis) . 

-graduate  mining  tax  with  a  top 
rate  of  20%  and  the  first 
$500,000  exempt, 

-increase  CIT  rate  on  Ontario 
raining  income  by  5  percentage 
points. 

4.  graduate  mining  tax  with  a 
top  rate  of  25%  and  the  first 
$500,000  exempt. 


Jan.  1974 

3.8 

Jan.  1975 

5.5 

Jan,  1976 

7.0 

Jan.  1977') 

8.6 

Jan.  1977^ 

Jan.  1974 

5.7 

5.  Take  up  the  annual  one  per¬ 
centage  point  reduction  in 
the  federal  tax  rate  between 
1973  and  1976  by  increasing 
Ontario  CIT  rate  on  mining 
income  by; 

2  percentage  points  in 

3  percentage  points  in 

4  percentage  points  in 


1974 

1975 

1976 


3. 


1 


4.3 


5.5 


Revenue 

Loss 

($  million) 
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TAXATION  OF  THE  MINING  AND  PETROLEUM  INDUSTRIES 


RECOMMENDATIONS  FOR  POLICY  DEVELOPMENT 


THE  PROBLEM 


The  new  federal  tax  system  for  the  resource  industries  has  shifted  to 
the  provinces  responsibility  for  determining  the  final  level  and  pattern  of 
mineral  taxation.  In  the  absence  of  provincial  adjustments,  the  new  rules 
will  involve  a  marked  change  in  the  distribution  of  the  total  tax  burden 

among  Ontario  mining  and  petroleum  companies.  For  this  reason,  Ontario 
must  develop  its  ov/n  long-term  policy  in  this  area.  The  objectives  set 
out  in  the  1971  and  1973  Budgets  are: 

-  maintain  the  total  tax  burden  on  the  mining  industry 
approximately  at  its  present  level; 

-  preserve  provincial  revenues  and  revenue  grox^th  capacity 
from  the  mining  industry  as  a  whole; 

-  provide  incentives  to  encourage  nevr  investments  in  mining 
and  processing  in  Ontario;  and 

-  compensate  for  tax  shifts  which  would  endanger  existing 
small  com^panies  and  dependent  mining  communities. 

The  Ministry  of  Natural  Resources  is  currently  reviewing  Ontario's 
future  exploration  policies  to  include  active  government  participation  in 
this  area.  The  amount  of  capital  needed  for  this  purpose  is  estimated  at 
$10  million  within  the  first  few  years. 


FUrCfARY  OF  FEDERAL  CHANGES  AND  THEIR  EFFECTS  ON  THE  RESOURCE  INDUSTRY 

The  new  tax  rules  for  the  resource  industry  are  less  generous  than  the 
old  incentives.  The  results  of  our  study  indicate  that  the  effective  tax 
rate  after  1976  will  vary  xi7idely  from  one  mining  company  to  another.  In 
general,  high  profit  companies  and  companies  able  to  earn  maximum  depletion 
x<rill  pay  less  tax  than  at  present,  x^hile  smaller  companies,  new  companies 
and  companies  unable  to  earn  maximum  depletion  will  pay  more  tax.  The 
following  is  a  summary  of  the  federal  changes: 
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New  Mine  Exemption 

The  three-year  exemption  for  new  mines  will  be  repealed  at  the  end  of 
1973,  and  replaced  by  provisions  for  accelerated  depreciation  for  certain 
assets  used  for  mining  and  processing  in  connection  with  a  new  mine  or  a 
major  expansion  of  an  existing  mine.  The  new  depreciation  rules  will  never 
compensate  fully  for  the  loss  of  the  3-year  exemption  which  will  bear  more 
heavily  on  new  entrants  and  small  mining  companies . 

Depletion  Allowance 

After  1976,  the  existing  automatic  depletion  allowance  (one- third  of 
net  profits)  will  be  replaced  for  all  operators  and  non-operators  by  earned 
depletion  calculated  as  one-third  of  eligible  expenditures  and  limited  to 
one- third  of  net  production  profits. 

Eligible  expenditures  for  the  purpose  of  earned  depletion  include 
Canadian  exploration  and  development  expenses,  as  well  as  the  cost  of 
certain  specified  assets  used  for  mining  and  processing  operations  up  to 
the  prime  metal  stage. 

Few  mining  companies  will  be  able  to  sustain  sufficient  spending  programs 
to  earn  maximum  depletion  over  a  lengthy  period.  Others  might  earn  no 
depletion  at  all.  These  effects  probably  will  not  be  felt  immediately 
because  the  new  system  is  to  be  implemented  gradually.  However,  in  the 
long  run,  the  earned  depletion  concept  will  undoubtedly  have  adverse  effects 
particularly  on  small  companies. 

Additional  Abatement  and  Mining  Tax  Deductibility 

In  addition  to  the  normal  10  per  cent  federal  abatement  for  provincial 
corporations  income  tax,  corporations  will  be  granted  a  15  percentage  point 
abatement  in  respect  of  their  mining  profits  for  taxation  years  ending  after 
1976.  On  the  other  hand,  provincial  mining  taxes  will  no  longer  be  deductible 
for  federal  income  tax  purposes  after  1976. 
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The  15  per  cent  abatement  has  been  granted  by  the  federal  government 
as  additional  tax  room,  which  could  enable  provincial  governments  to  either 
increase  their  revenues  or  pass  on  benefits  to  the  resource  industry  to 
encourage  mineral  developm.ent .  However,  since  the  additional  abatement  is 
combined  with  the  end  of  provincial  mining  tax  deductibility,  the  federal 
tax  reduction  will  be  at  least  partially  offset  by  this  change,  even  if 
the  company  earns  maxim.um  depletion.  For  companies  earning  less  or  no 
depletion,  the  tax  room  could  be  completely  eroded  by  the  further  widening 
of  the  tax  base. 


Foreign  Exploration 

Effective  1972,  all  taxpayers  are  entitled  to  deduct  foreign  exploration 
and  development  expenses  to  the  extent  of  the  greater  of  10  per  cent  of  the 
balance  of  such  expenses,  or  an  amount  equal  to  income  from  foreign  resource 
properties.  No  such  deduction  was  allowable  before  1972  except  for  the 
deduction  of  foreign  drilling  costs  against  income  from  oil  and  gas  from 
the  same  well. 

The  question  arises  whether  Ontario  should  encourage  exploration  and 
development  outside  Canada  when  our  policy  is  to  provide  incentives  for 
companies  to  explore,  develop  and  process  in  Ontario.  The  only  merit  of 
such  a  move  would  be  to  encourage  Canadian  com.panies  to  expand  and  compete 
on  a  world-wide  basis. 


Tables  (1)  and  (2)  illustrate  the  effects  of  the  federal  changes  on 
14  mining  companies  whose  mining  income  represents  approximately  70  per 
cent  of  total  mining  income  in  Ontario.  These  tables  are  based  on  1970 
data  and  provide  a  snapshot  of  what  the  situation  would  have  looked  like 
under  the  old  and  nex>7  system  in  that  year  only. 

The  old  tax  system  was  designed  to  provide  a  lower  effective  tax 
rate  for  the  mining  and  petroleum  industries  than  that  applied  to  other 
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Canadian  industries.  The  more  favourable  treatm.ent  in  the  old  system 
was  based  on  the  premise  that  it  was  necessary  in  order  to  attract 
the  risk  capital  needed  for  exploration  and  development.  This  situation 
has  been  changed  by  the  new  federal  Act  which  will  result  in  a  higher 
effective  tax  rate  for  many  companies,  as  well  as  by  the  Turner  Budget 
of  May  8,  1972  which  has  provided  significant  tax  concessions  for  the 
manufacturing  and  processing  industries. 

Table  3  compares  effective  tax  rates  for  different  industries  in 
Ontario  from  1972-1977. 


— ,  ^  ■  V 


9i  toU-r?  -u  .(t«a*«.n  ‘*^'  '''' 

-Wi  .  «ufnoJ9'«jf  J'fl®  •»a3»«>^'iv»  >i>^ 

.  „  rt±  :|IV6^.  mv  ,foM«  1'3*  X*«#t«l  ^ 

»«i;,u3  T  ,..!c.;r  *tCT  (i-i  '«a  T!  -  iS- .a-ain^-os  rta..  I«i  ...5  >:'w3  ,*M»*n> 
v.;i  5r»  ..7a»e««lin<.,  **3  3uMm«!i/9  -.sb- .-07.,  ^  >bl.'7  rWI  ,8 

.ai-A»bs!wi'  ')niB»«4lff  jBlw'J--.#-- ;.  'roa  -■ '  - 

fi-.l  ' 


f. 


•  '1  •  *  *  jp 


'‘■S  -  , 

.^’’4'C-n^I  of  i:ic<5 


■>■  ^  'r 


IS 

.<•  -airiLl 


4# 

■'fi  ^y'"’:;^'  -  h.‘ 


T  • 


(■ 

>‘** 


'  » 


( •• 


^  n.4l 


- 


k\ 


.  *U  Jt  ;4i 

"-•f 


■■■  .,;  •&“■  ■■" 


■a? 


r 


t 


if. 

••  ‘  iV  ■•.  ••  i‘ 
<€  'JS  :*■■••• -^  A 


£'  "'*5 

o/i 


■  r-  I? 

»♦  ■■-...-  * 
•T  ■•■ ' 


JiU  :L  ’^ 


Table  1 


THE  OLD  SYSTEM 


Company 

2 

Fed.^ 
Tax- 40% 

Ont . 
CIT-12% 

Ont. 

Mining  Tax- 15% 

Total 

Taxes 

($  thousand) 

Algoma 

5,029 

1,509 

242^ 

6,780 

Bethlehem  Chile 

77 

23 

64 

164 

Caland 

2,492 

748 

1,821 

5,061 

Campbell  Red  Lake 

767 

230 

369 

1,366 

Canadian  Rock  Salt 

635 

191 

367 

1,193 

Denison 

Nil 

Nil 

297 

297 

Domtar 

Nil 

Nil 

825 

825 

Ecs tall 

5,573 

1,672 

7,023 

14,268 

Falconb ridge 

Nil 

Nil 

1,220 

1,220 

International  Minerals 

Nil 

Nil 

107 

107 

Inco 

28,900 

8,670 

8,654 

46,224 

No rand a 

4,166 

1,250 

2,262 

7,678 

Rio  Algom 

Nil 

Nil 

417 

417 

Tribag 

Nil 

Nil 

91 

91 

TOTALS 

47,639 

14,293 

23,759 

85,691 

1.  Based  on  1970  data. 

2.  Federal  tax  calculated  at  50%  less  10%  normal  abatement. ^ 

3.  $119,380  was  remitted  re:  provisions  of  section  14  of  Mining  Tax  Act 
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TABLE  2 

New  Taxation  System 

(if  Ontario  parallels  all  federal  changes) 
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Table  3 


Effective 

Tax  Rates 

on  Corporate  Income 

in  Ontario 

over  $50, 

000 

1972 

% 

1973 

% 

1974 

% 

1975 

% 

1976 

% 

1977 

% 

Manufacturing  & 
Processing 

52 

42 

42 

42 

42 

42 

Mining  (Extraction 
Operations) 

44.5 

43.9 

43.3 

42.7 

42.2 

37-48 

Processing  to  the 
Prime  Metal  Stage 

34.8 

34.1 

33.5 

32.8 

32.1 

24.8-37 

Oil  and  gas 

34.8 

34.1 

33.5 

32.8 

32.1 

32.1-48 

Other  Industries 

52 

51 

50 

49 

48 

48 

Notes  to  Table  3; 

1.  The  above  rates  incorporate  federal  and  provincial  corporation  income 
taxes  as  well  as  provincial  mining  tax  if  applicable. 

2.  The  1977  rates  were  calculated  on  the  assumption  that  Ontario  would 
parallel  all  the  federal  provisions  concerning  mining  and  petroleum 
companies,  and  there  would  be  no  change  in  the  present  rates  of 
Ontario  corporations  tax  or  mining  tax. 

3.  The  effect  of  the  7%  temporary  reduction  in  1972  federal  rates  was 
ignored  to  facilitate  comparison. 

4.  All  rates  reflect  the  reduction  in  the  basic  federal  tax  rate  by  one 
percentage  point  annually  between  1973  and  1976.  Rates  for  manufacturing 
and  processing  operations  reflect  also  the  latest  reduction  announced 

in  Turner’s  Budget  of  May  8,  1972. 

5.  Only  extraction  operations  are  subject  to  the  provincial  mining  tax, 
which,  for  the  purpose  of  this  illustration,  is  assumed  to  be  15%  of 
mining  income. 

6.  Rates  for  extraction  operations  give  effect  to: 

-  33  1/3%  automatic  depletion  until  1976. 

-  deduction  of  provincial  mining  tax  until  1976.  After  that  year 
mining  tax  will  no  longer  be  deductible. 

~  15%  abatement  from  federal  tax  after  1976. 

7.  Rates  for  processing  operations  up  to  the  prime  metal  stage  give  effect  to: 

-  33  1/3%  automatic  depletion  until  1976. 

-  15%  abatement  from  federal  tax  after  1976. 

8.  Rates  for  oil  and  gas  income  give  effect  to  the  33  1/3%  automatic  depletion 
until  1976.  These  operations  are  not  subject  to  Ontario  mining  tax  and 
are  not  eligible  for  the  15%  abatement  after  1976. 

For  all  operations  eligible  for  depletion  allowance,  tax  rates  after  1976 
will  depend  on  the  amount  of  earned  depletion.  Two  effective  rates  were 
calculated  for  1977.  The  first  assuming  maximum  depletion  and  the  second 
with  no  earned  depletion  at  all. 
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PROVINCIAL  REACTION 


Most  of  the  provincial  governments  have  not  announced  any 
major  changes  in  their  raining  taxation  policies  to  parallel  or  reject 
the  new  federal  provisions.  In  fact,  only  Ontario  and  Quebec  are  in  a 
position  to  pursue  an  independent  tax  policy  through  their  own  Corporations 
Tax  Acts.  The  other  eight  provinces  which  have  entered  into  collection 
agreements  with  the  federal  government  are  not  allowed  to  make  any  changes 
in  the  tax  base.  The  only  option  available  to  them  in  this  area  is  to 
ask  Ottawa  to  collect  a  higher  provincial  tax  on  mining  production  profits 
subject  to  the  15  per  cent  federal  abatement. 

All  provinces  could,  however,  make  the  necessary  adjustments 
through  their  own  provincial  mining  tax.  Western  provinces  have  announced 
their  intention  to  increase  the  tax  burden  on  the  resource  industries. 
Petroleum  royalties  have  been  increased  by  Alberta  and  British  Columbia 
and  increases  are  anticipated  on  other  minerals  as  well.  This  is  partic¬ 
ularly  significant  for  Ontario  since  such  royalties  are  deductible  for 
federal  corporations  income  tax  purposes.  Thus,  the  increase  in  royalties 
will  be  partially  shifted  to  Ontario  by  m^eans  of  the  CIT  allocation  formula. 

The  Quebec  government  has  already  paralleled  the  major  federal 
changes  except  for  the  treatment  of  mining  tax  which  will  continue  to 

be  deductible  for  Quebec  CIT  purposes.  However,  no  decision  has  yet  been 

made  on  whether  or  not  Quebec  intends  to  take  over  all  or  part  of  the  15 


per  cent  federal  abatement . 
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In  view  of  the  above  considerations,  it  is  recommended  that  Ontario  now 
proceed  independently  to  develop  a  new  mineral  taxation  policy  that  encourages 
the  expansion  of  a  competitive  mining  and  processing  industry  in  the  Province. 
To  achieve  this,  Ontario  can  use  both  its  corporation  tax  and  mining  tax 
systems. 

The  Major  areas  for  decision  are: 

1.  To  what  extent  should  Ontario  parallel  the  federal  changes? 

2.  Are  additional  incentives  needed  to  encourage  e>n?loration,  new 

mining  investment  and  mineral  processing  in  Ontario? 

3.  How  should  Ontario  compensate  for  the  shifts  in  tax  burden  among 

the  mining  companies? 

4.  Should  additional  revenue  be  raised  from  the  industry  to  finance 

the  new  provincial  exploration  program? 

1.  Structural  Reforms  Under  the  Corporations  Tax  Act 
Three-Year'  Exemption  for  New  Mines 

The  new  mine  exemption  has  been  a  significant  incentive,  especially  for 
small  and  meditim-sized  companies.  However,  as  Carter  put  it,  this  incentive 
benefits  most  the  large  companies  that  need  it  least.  It  is  also  considered 
too  generous  since  the  taxpayers  are  permitted  to  delay  the  deduction  of 
depreciation  and  preproduction  expenses  until  after  the  exempt  period.  As 
a  result,  many  more  than  three  years'  profits  are  effectively  exempt. 


For  the  following  reasons,  we  recommend  that  Ontario  adopts  the  new 

federal  fast  vzrite-off  provisions  in  place  of  the  three-year  exemption 
starting  January  1,  1974: 


•  By  paralleling  the  new  fast  write-off  provisions,  Ontario  would 

achieve  closer  harmonization  with  the  federal  depreciation  rules.  This 
would  considerably  facilitate  our  assessing  operation  and  would 
save  the  taxpayers  the  inconvenience  of  complying  with  two 
different  depreciation  rules. 

•  Tl\e  adoption  of  the  fast  write-off  provisions  would  also  provide 
a  desirable  incentive  to  the  e>T)ansion  of  existing  mines  and  the 
development  of  processing  facilities.  At  present,  the  Ontario 
Corporations  Tax  Act  has  no  corresponding  incentive. 
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Depletion  Allo~v7ance 

The  earned  depletion  concept  will  tend  to  hurt  small  and  medium-sized 
companies  which  will  not  be  able  to  sustain  sufficient  spending  programs 
for  a  long  period  of  time.  The  new  federal  system  is  expected  to  impose  a 
real  hardship  on  these  companies.  The  less  depletion  they  earn,  the  higher 
their  effective  tax  rate  will  be.  This  will  put  them  at  a  considerable 
disadvantage  as  compared  to  their  domestic  and  international  competitors, 
and  will  even  further  lessen  their  ability  to  earn  depletion.  On  the  other 
hand,  large  companies  in  most  cases  will  be  able  to  take  full  advantage  of 
the  new  earned  depletion  concept.  These  companies  must  continue  exploration 
and  development  in  any  event  to  maintain  growth  and  control  of  markets. 

It  is  therefore  recommended  that  Ontario  retains  the  automatic  depletion 

allowance  for  the  purpose  of  computing  its  own  corporation  tax.  This  move 
will  help  small  mining  companies  and  maintain  a  similar  tax  treatment  for 
our  industry  as  provided  in  other  competing  countries.  It  is  desirable  that 
Ontario's  percentage  depletion  be  allowed  against  the  same  types  of  income 
that  qualify  for  the  federal  earned  depletion,  including  profits  from  custom 
processing.  Proposed  rates  for  this  allowance  are: 

33  1/3  per  cent  for  all  operators  except  for  gold; 

33  1/3  per  cent  for  all  non-operators; 

-  40  per  cent  for  gold  mines. 

It  is  recommended  that  the  higher  depletion  allowance  for  gold  mines, 
which  presently  applies,  be  continued  for  a  period  of  five  years  subject  to 
a  further  study  of  the  situation  in  the  gold  industry. 

Mining  Tax  Deduction 

The  provisions  concerning  the  deductibility  of  provincial  mining  taxes 
under  the  federal  and  Ontario  Pv.egulations  were  not  identical  even  under  the  old 
tax  system.  The  amounts  deductible  by  Ottawa  have  been  com.puted  in  accordance 
with  a  certain  formula  under  Regulation  701,  whereas  Ontario  has  allowed  the 


full  actual  mining  tax  paid. 
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As  indicated  earlier,  the  deduction  for  provincial  mining  taxes  under  the 
new  federal  system  will  be  replaced  by  a  15  per  cent  additional  abatement  start¬ 
ing  in  1977.  We  therefore  recommend  that  Ontario  continues  to  allow  the  full 
amount  of  Ontario  mining  tax,  only  if  it  decides  to  take  up  part  of  this  federal 
abatement. 

Foreign  Exploration 

It  is  recommended  that  Ontario  parallel  the  federal  provision  allowing  a 
limited  deduction  of  foreign  exploration  expenses  relating  to  mining  and  oil  and 
gas  but  restrict  it  to  Canadian-controlled  corporations.  These  could  be  defined 
as  corporations  in  which  no  more  than  50  per  cent  of  issued  share  capital  with 
full  voting  rights  belongs  to  one  or  more  non-resident  persons. 


Tables  4  and  5  indicate  the  effects  of  the  above  recommendations — before  any 
adjustments — on  the  same  14  companies  that  make  up  our  sample.  It  is  clear  that 
adjustments  should  be  made  to  ensure  a  fair  distribution  of  tax  burden  among 
mining  companies.  Considering  the  industry  as  a  whole,  it  appears  that  Ontario 
will  have  reasonable  tax  room  to  achieve  this  objective  through  the  15  per  cent 
federal  abatement. 

Capital  Tax 

The  last  structural  change  is  recommended  as  part  of  our  general  reform  of 
the  capital  tax.  For  years,  the  mining  industry  has  enjoyed  a  capital  tax  reduction 
in  the  form  of  a  special  allowance  under  the  Corporations  Tax  Act  (Mine  and  Mill 
Allowance).  This  provision  which  benefits  mostly  large  mining  companies,  is  not 
consistent  with  our  policy  announced  in  the  1973  Budget  of  providing  similar 
treatment  for  all  industries  under  the  capital  tax.  We,  therefore,  recommend  that 
this  special  allowance  be  removed  effective  January  1,  1974.  The  effect  of  this 
move  would  be  partly  offset  for  small  companies  by  the  reduction  in  the  capital 
tax  proposed  under  the  general  small  business  incentive  for  all  Ontario  corporations 
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2 .  Incentives  Under  the  Mining  Tax  Act 

The  mining  tax  could  be  used  more  effectively  as  a  tool  to  provide 
additional  incentives,  which  x^ould  encourage  the  expansion  of  mining  and 
processing  activities  in  Ontario.  For  this  purpose,  the  following  measures 
are  recommended: 

Incentives  for  New  Mines 

The  present  Ontario  Mining  Tax  Act  provides  that  preproduction  expenses 
(exploration  and  development)  can  be  deducted  only  if  the  taxpayer  earns 
profits  from  another  mine  in  Ontario.  The  result  is  that  all  of  the  exploration 
and  development  expenses  incurred  by  the  taxpayer  prior  to  the  commencement 
of  production  from  his  first  mine  are  lost  forever  as  a  deduction. 

This  provision,  which  tends  to  hurt  new  mining  companies  operating  for 
the  first  time  in  Ontario,  is  most  discouraging  and  should  be  repealed 
immediately.  We  recommend  that  all  preproduction  expenses  incurred  in 
Ontario  be  fully  deductible  under  any  circumstances  in  determining  the  profits 

subject  to  the  mining  tax  from  the  first  mine  in  Ontario. 

Incentives  for  Exploration  and  Development 

Under  the  Mining  Tax  Act,  exploration  and  development  expenses  incurred 
in  Ontario  are  fully  deductible  in  computing  the  mining  tax,  where  more  than 
one  mine  is  operated  by  the  same  person.  This,  in  addition  to  our  proposal 
to  extend  this  treatment  to  the  first  mine  provide  a  reasonable  incentive  to 
encourage  exploration  and  development  activities  in  Ontario .  However,  we 
feel  that  major  incentives  are  still  needed  to  encourage  mining  and 
petroleum  exploration  in  Ontario,  and  recommend  therefore  the  following 


measures : 
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-  Provide  a  5  per  cent  tax  credit  for  mining 
exploration  expenses  in  Ontario  against  the  mining  tax 
payable. 

-  Provide  a  5  per  cent  tax  credit  for  oil 

and  gas  exploration  expenses  in  Ontario  against  the  CIT 
payable  as  long  as  these  operations  are  not  subject  to  the 
mining  tax. 

This  tax  credit  would  apply  to  exploration  expenses  only  Xr^hich  should  be 
clearly  defined  in  the  Act  or  regulations.  In  order  to  maintain  the  effective¬ 
ness  of  this  incentive,  it  is  advisable  to  allow  the  deduction  of  mining  tax 
for  CIT  purposes  before  the  tax  credit.  The  incentive  V70uld  othervzise 
result  in  -a  CIT  increase. 

No  other  tax  incentives  for  exploration  are  recommended  until  the  x7hole  area 
is  researched  thoroughly  in  connection  xv'ith  the  existing  Mineral  Exploration 
Assistance  Program  and  Ontario's  future  exploration  policies. 

Incentives  for  Processing  in  Ontario 

We  recommended  earlier  that  Ontario  parallel  the  federal  fast  write-off 
provisions  which  include  assets  acquired  to  process  ores  up  to  the  prime 
metal  stage  in  connection  x>7ith  a  new  mine  or  a  major  expansion  of  an  existing 
mine.  In  order  to  further  encourage  processing  activities  in  Ontario,  we 
recommend  that,  in  computing  Ontario  CIT,  these  provisions  be  expanded  to 
include  assets  used  in  Ontario  to  process  ores  to  any  stage  up  to  the  prime 
metal  stage  or  its  equivalent,  even  if  they  are  not  related  to  a  nexi7  mine  or  a 
major  expansion  of  an  existing  mine. 

Under  the  Mining  Tax  Act,  an  allov^ance  is  presently  granted  to 
companies  building  concentrators,  smelters  or  refineries  in  any  part  of 
Canada.  The  mining  tax  liability  is  effectively  reduced  according  to  the 
degree  of  processing  in  Canada.  Pending  a  long-term  study  to  assess  the 
effectiveness  of  this  incentive  and  to  recommend  other  incentives  for 
processing  in  Ontario,  xre  recommend  that  the  present  allox^7ance  be  maintained 
but  restricted  to  material  treated  in  Ontario.  In  fact  all  incentives  under 
the  Mining  Tax  Act  shoxtld  be  restricted  to  activities  done  in  Ontario  for 


the  folloxxring  reasons  : 
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(1)  Since  the  mining  tax  is  considered  the  "price"  of  the 

Province's  natural  resources,  any  incentive  that  reduces 
this  "price"  should  directly  compensate  the  Province 
and  its  people. 

(2)  The  capital  generated  from  the  exploitation  of  natural 
resources  should  be  encouraged  to  stay  in  the  Province 
and  benefit  its  residents,  who  are  the  actual  corners  of 
these  resources  according  to  the  Constitution. 

(3)  Competition  among  the  provinces  will  inevitably  emerge 
as  a  result  of  the  new  federal  tax  system  which  shifted 
to  the  provinces  the  responsibility  for  establishing 
the  ultimate  tax  burden  on  the  resource  industry. 


3*,  Options  for  Adjustments 

As  explained  earlier,  seme  adjustments  should  be  made  by  Ontario  to 
correct  the  uneven  impact  of  the  new  federal  system  on  the  mining  industry. 
New  measures  should  be  introduced  to  compensate  small  companies  and  prevent 
unwarranted  tax  reductions  to  large  companies.  To  achieve  this  objective, 
Ontario  could  follow  one  of  the  following  options.  The  ultimate  choice  will 
depend  on  the  revenue  target  and  the  future  provincial  exploration  policies 
as  pointed  out  earlier . 


L .  Maintain  Ontario  revenue  from  the  mining  industry  but  redistribute  tax 
burden  among  companies . 


OPTION  1 


Effective  1977 

-  Increase  CIT  rate  by  5  percentage  points  on  Ontario  mining  income 
subject  to  the  15  per  cent  federal  abatement. 

-  Replace  the  present  15  per  cent  mining  tax  rate  with  graduated 
rates  ranging  from  a  zero  rate  on  the  first  $500,000  of  m-i-ning 
profits  to  a  15  per  cent  rate  on  profits  over  $10  million. 

(See  revenue  effects  in  Table  6) 


OPTION  2 


Effective  1977 


-  Replace  the  present  15  per  cent  mining  tax  rate  with  graduated 
rates  ranging  from  a  zero  rate  on  the  first  $500,000  oi  mining 
profits  to  a  20  per  cent  rate  on  profits  over  $10  million. 

(See  revenue  effects  in  Table  7) 
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B.  Raise  additional  revenue  front  the  mining  industry  to  finance  Ontario’s 

exploration  program  beginning  in  1974. 


OPTION  3 


For  the  period  1974  to  1976 

-  Raise  the  present  mining  tax  rate  from  15  per  cent  to  17  per  cent 
in  1974,  18  per  cent  in  1975  and  19  per  cent  in  1976  (on  a  flat 
rate  basis) 

“  Raise  the  present  $50,000  raining  tax  exemption  to  $500,000. 


Effective  1977 


-  Replace  the  mining  tax  rate  with  graduated  rates  ranging  from  a 
zero  rate  on  the  first  $500,000  of  mining  profits  to  a  20  per 
cent  rate  on  profits  over  $10  million. 

-  Increase  CIT  rate  by  5  percentage  points  on  Ontario  mining  income 
subject  to  the  15  per  cent  federal  abatement. 

(See  revenue  effects  in  Table  8) 


OPTION  4 


Effective  1974 


-  Replace  the  present  15  per  cent  mining  tax  rate  with  graduated 
rates  ranging  from  a  zero  rate  on  the  first  $500,000  of  mining 
profits  to  a  25  per  cent  rate  on  profits  over  $20  million. 


(See  revenue  effects  in  Table  9) 


OPTION  5 


Effective  1974 


Take  up  the  annual  one  percentage  point  reduction  in  the  federal  tax 
rate  between  1973  and  1976  by  increasing  CIT  rate  on  Ontario  mining 
income  by  2  per  cent  in  1974,  3  per  cent  in  1975  and  4  per  cent  in 
1976  and  subsequent  years. 

(Sea  revenue  effects  in  Table  10) 


It  should  be  noted  that  these  options  are  based  on  1970  data. 
Preliminary  1972  data  indicates  that  the  reduction  in  total  taxes  will  not 


be  as  great  as  shown  in  the  following  tables. 
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OPTION  NO.  1 

(Graduate  the  mining  tax  with  a  maximum  of  15%  and  increase  CIT  rate  for  mining  income  by  5  percentaRe  points) 
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